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Audit and Attest Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re: Proposed Statement on Auditing Standards Consideration of Laws and Regulations in
an Audit of Financial Statements
Dear Ms. Hazel:
PricewaterhouseCoopers LLP appreciates the opportunity to comment on the proposed Statement
on Auditing Standards Consideration of Laws and Regulations in an Audit of Financial Statements
(the proposed SAS). We support the Auditing Standards Board's (the Board) project to redraft the
SASs in accordance with its clarity drafting conventions and to converge its standards, as
appropriate, with the International Standards on Auditing (ISAs) of the International Auditing and
Assurance Standards Board. We believe the proposed SAS is consistent with those objectives.
We offer the following comments for your consideration in finalizing the standard for issuance.
Auditor's responsibility to detect material misstatement arising from noncompliance with
direct effect laws and regulations
We understand that the Board drafted the proposed wording in paragraph 13 with the intent to
create alignment with the language used in the corresponding requirement in ISA 250
Consideration of Laws and Regulations in an Audit of Financial Statements to the extent possible
but without intending a change in the auditor's performance or responsibilities. While the proposed
wording is a significant improvement from the ISA 250 description, we believe that the requirement
could be improved further. As currently proposed, the requirement could be interpreted as placing
too much emphasis on recorded amounts and disclosures as opposed to the detection of material
misstatements, including unrecorded amounts and disclosures. We believe that revising paragraph
13 as follows would clarify the Board's intent:
"The auditor should obtain sufficient appropriate audit evidence that the financial
statements are free from material misstatement arising from noncompliance with
regarding material amounts and disclosures in the financial statements that are determined
by the provisions of those laws and regulations generally recognized to have a direct effect
on the determination of material amounts and disclosures in the financial statements."
Our proposed language more clearly aligns with the extant AU 317.05 concept which recognizes
that the auditor's responsibility is to detect material misstatements in the financial statements that
arise from noncompliance with direct effect laws and regulations. In that regard, the auditor's
responsibility is the same as that for the detection of material misstatements caused by error or
(2)
fraud. Furthermore, the recommended wording is more consistent with the statement in paragraph
4 of the proposed SAS, which aligns with the wording in ISA 250, that "[t]he requirements in this
SAS are designed to assist the auditor in identifying material misstatement of the financial
statements due to noncompliance with laws and regulations."
The objective in paragraph 10(a) and the background information in paragraph 7 should be
reworded similarly.
Other suggested edits
We recommend the following changes to the proposed SAS to clarify that the auditor should focus
on the detection of material misstatements arising from noncompliance with laws and regulations,
rather than consider the entity's compliance with laws and regulations. The latter is beyond the
scope of an audit of financial statements and, furthermore, normally beyond the auditor's
professional competence. As stated in paragraph 3 of the proposed SAS, "It is the responsibility of
management, with the oversight of those charged with governance, to ensure that the entity's
operations are conducted in accordance with the provisions of laws and regulations, including
compliance with the provisions of laws and regulations that determine the reported amounts and
disclosures in an entity's financial statements. [emphasis added]"
 Title: Consideration of Noncompliance with Laws and Regulations in an Audit of
Financial Statements
 Paragraph 1
This Statement on Auditing Standards (SAS) addresses the auditor's responsibility to
consider an entity's noncompliance with laws and regulations when performing an audit
of financial statements.
 Paragraph 6
This SAS distinguishes the auditor's responsibilities in relation to compliance an entity's
noncompliance with the following two categories of laws and regulations:
a. The provisions of tThose laws and regulations generally recognized to have a direct
effect on the determination of material amounts and disclosures in the financial
statements such as tax and pension laws and regulations
 Paragraph 16
In the absence of identified or suspected noncompliance, the auditor is not required to
perform audit procedures regarding an the entity's noncompliance compliance with laws
and regulations, other than those set out in paragraphs 12-16.
Issue for Consideration
The Explanatory Memorandum in the Exposure Draft requests comment about whether paragraph
12(b), by not specifying that inquiries alone may fulfill the requirement to obtain a general
understanding of how the entity is complying with the applicable legal and regulatory framework,
expands the auditor's responsibility beyond existing U.S. standards.
We believe that the requirement in paragraph 12(b) and the related application guidance in
paragraph A7 provide appropriate direction to the auditor even though this guidance may in some
(3)
circumstances result in the auditor performing additional procedures than would be performed
under AU 317.08.
* * * * *
We appreciate the opportunity to express our views and would be pleased to discuss our
comments or answer any questions you may have. Please contact Jorge Milo (973-236-4300),
Brian Richson (973-236-5615) or Brian Croteau (973-236-4345) regarding our submission.
Sincerely,
